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"For a nation to try to tax itself into prosperity is like a man standing in a bucket  

and trying to lift himself up by the handle." 

–Winston Churchill 

As the month of May ended and summer has its unofficial start, the United States is in the midst of a broad 
economic reopening supported by generally nice summer weather around the country. Stadiums are filling up 
with sporting events, while airports, highway traffic and other venues that measure “normalcy” showed significant 
levels of activity, which has added to US consumer and business confidence. It was estimated by some news 
sources that over 2 million travelers will have flown each day by the end of the Memorial Day weekend in the US. 
With the beginning of June there is still some uncertainty on a number of fronts - from the Covid variant risks, 
some reopening logistic issues, many supply chain disruptions, worries about inflation and the ongoing 
geopolitical risk.  

It sounds like there is a lot to worry about and many are scratching their heads as to why global markets and 
essentially most asset classes are at or near all time highs. That said, from our perch on the market the radar 
screens look a lot better than they did a year ago, and as long as bond yields remain somewhat near current levels, 
global equities have room to run.  

Our positive stance stems from better-than-expected earnings and revenue growth from many US and global 
companies and estimates and expectations remain positive. Statistics from Oppenheimer Asset Management 
show that by the end of May with 98% of companies in the S&P 500 having reported, earnings have risen over 
50% on revenue growth of 10.7%. The consumer discretionary (+208%) and financials (+135%) sectors are driving 
results with triple-digit percentage gains. So, it appears that the market is climbing the “wall of worry” and the 
better-than-expected results are perceived to justify valuations. But as Jamie Wilson from JP Morgan wrote: 
Markets are discounting machines and often anticipate changing dynamics long before they become obvious. 
However, eventually such changes do become obvious and priced, at which point a reset is required or evidence the 
higher expectations are not only achievable, but beatable. Our V-shaped recovery call is now the consensus and 
bottom-up 2022 EPS estimates are now ahead of our top forecasts for the first time since the recovery began.  

We would concur with JP Morgan and although we have a positive bias for global markets, we have been taking 
some profits when our price targets were achieved. Clearly, earnings have been better than expected over the 
past several quarters and have surpassed our and analyst’s optimistic forecasts. While this is generally a good 
thing, it's a "known known" and at this point, no longer a surprise. Instead, it appears that the consensus views are 
now baking in what may be unrealistic margin assumptions given the inflationary (and rising) cost pressures and 
the increasingly likelihood for higher taxes (globally) next year. We are also beginning to believe that Q1 may have 
been the peak quarter for both monetary and fiscal policy stimulus and we're worried too many investors are 
extrapolating Q1 results into the future. We won’t fight the Fed but we are very mindful of the inflation threats 
and the possible consequences if inflation is not “transitory”. We are patiently being opportunistic and have a 
shopping list of leading global companies, we would like to own but at cheaper prices.   

Essentially the year-to-date market performance can be broken into three periods. It began following the Georgia 
election runoffs into early March, followed by the fiscal stimulus expectations. It continued to move higher with 
the passage of the $1.9T American Rescue Plan and the announcements of the $2.3T American Jobs and $1.8T 
American Families Plans (and people wonder why bond yields are higher?).  



 

Source: Wolfe Research Inc. 

As we wrote in previous updates, we do not see inflation as transitory and although inflation is being discounted 
many respected analysts the following two charts need to be watched. 

In the “consensus scenario” rising inflation will continue to be judged as ‘transitory’ and longer-term inflation expec-
tations will somehow settle in modestly above 2%. Our view is that inflation readings will continue to come in hotter
-than-expected in the months ahead and that rising prices will be viewed as being more serious than consensus cur-
rently expects. Notably, current Treasury Secretary and former Fed Chair Janet Yellen still views inflation as being 
‘transitory’, but “that high annual rates of inflation will likely be seen through the end of this year.” 

Source: Wolfe Research Inc. 



Investors realize that the US economy is surging as the pandemic has eased. The June 1st release of the ISM Manu-
facturing index —a survey of business sentiment—confirmed the economic strength and the reading of 61.2 was 
higher than 93% of all observations since 1960. It is interesting to note the high co-correlation between the S&P500 
and this leading indicator.  

Source: Bloomberg, UBS, As of June 1st, 2021 

Economic activity should remain strong for the foreseeable future as companies and businesses scramble to deal 
with the surge in consumer demand. As long as the Fed remains committed to its accommodative stance, which we 
expect (despite the possibility / likelihood that the central bank begins to "taper" its bond buying in the coming 
months), the economic environment should remain favorable for stocks.  

As consumer spending drives the US economy, the two major consumer confidence indexes we watch have recov-
ered most of their pandemic declines. We expect consumer confidence will rise further in the coming months as the 
US approaches herd immunity and infection rates drop further. Consumer confidence could be somewhat tem-
pered by concerns about rising prices especially gasoline with the US national average over $3.05/gallon.  

Source: University of Michigan, Conference Board, Bloomberg, and OAM Research  



IN SUMMARY 

Our global investment thesis continues to factor in the excess liquidity fueling a stronger-than-expected economic 
recovery, with consumer confidence in many parts of the world rebounding. We remain positive on global markets 
yet we highlight to clients that with the further possible rise in bond yields combined with the likelihood of increased 
taxes, we expect to see more market volatility. As we mentioned in previous commentaries, our investment posi-
tioning has a barbell approach and has our global fund and our global investment strategy focused on the financial, 
energy, materials and industrial sectors. Last Fall we reduced our holdings in several leading technology stocks but 
we do maintain some exposure. We hold leading global health and consumer companies and have gold exposure. 
Regarding Energy, crude oil fundamentals have improved substantially over the past several months alongside the 
economic recovery, and are noticeably higher now compared to our assumptions back in January. Recent comments 
from industry management teams highlight their capital discipline and the more positive supply / demand outlook. 
We increased our exposure in several leading energy names such as Schlumberger, Chevron and bought Royal Dutch 
Shell. In other parts of the world, we like the outlook for the Emerging Markets and have solid exposure to Japan 
where we believe there are significant opportunities for investment gains in that part of the world.  

As we mentioned last month, the rise in the Canadian “Loonie” has had an impact on US Dollar denominated invest-
ments such as the Heward Global Leaders Fund and strategy. The Heward Global Leaders Fund is just that – a global 
fund, and has approximately 50% of its investments in the United States. Short term, we don’t see any reasons for 
this trend to change. In the longer term, we see the CAD possibly in a trading range between $0.76 - $0.85 depend-
ing on oil and other commodity prices.  

THE HEWARD GLOBAL LEADERS FUND AND STRATEGY 

The Heward Global Leaders Fund and strategy seeks to generate consistent returns over the long term by identifying high-
quality growing global businesses that are attractively priced. The companies we invest in are leaders in their respective busi-
ness field, have high defendable barriers to entry, great management teams, with solid balance sheets and high returns on in-
vested capital and consistent return of capital via dividends. Essentially, we Invest in global, high quality stocks, gaining expo-
sure to opportunities not generally seen in Canada.  

THE HEWARD GLOBAL LEADERS FUND AND STRATEGY CORE INVESTMENT THEMES  
 
• Technology / Digital 
• E-Commerce 
• Demographics: Rise of the Millennial and Gen Z & Health and lifestyle of the aging population 
 Infrastructure Spending  
 Gold 

Heward Investment Management Inc.’s primary objective with this document is to provide timely information in respect of current developments in the financial marketplace and as such 

it may not provide sufficient detail for investors to make fully informed investment decisions. Although we endeavour to provide accurate information there is no guarantee that such 

information is accurate as of the date it is received or that it will continue to be accurate in the future. All opinions are based on our analysis and interpretation of this information and 

constitute our judgment as of the date hereof and are subject to change without notice. Copyright © 2021 Heward Investment Management Inc. No portion of this article can be 

reproduced in any form in whole or in part without the express written permission from the copyright holder. This document is the opinion of the Portfolio Manager of the Heward Global 

Leaders Fund. 
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